by CORA E. SHEPLER

United States Defense Expenditures Abroad

THE U.5. Government’s defenae ex-
pendibures obroad for goods and serv-
ices duzing the lust three years hawe
averaged asbont $3 billion enpuelly,
despite coneiderable variation in tha
amourds received by mdividual coun-
triee and in the purposes for which the
funds were spens.

Defenzs autlays totaled nboud $3,050
million in calendar year 1960 and com-
prised over a seventh of all U8, pur-
chases of foreipn poods and sarvices.
The annual rote of expenditures in the
firat half of 1061 waa sbout the same,
but in the next 3 months the rote fell
by about §150 million, A major part
of this cutback occurred a8 o result of
various measures token by the Govern-
ment in 1960 and 1961 1o reduce the
oversas costs of its operntions. Out-
lays in the final 3 months of 1961 prob-
ably inercased with the recent sugmen-
tation of our military forces abroad,
but the total for 1981 should not vary
significantly from 1960, because of the
sfforts of the military cgencies to hold
down foreign ouilaye at o time when
T.5. military forces overssas bnve
increased,

The total cost to the Government of
defense operntions overseas are, of
courze, much lorger than the amounts
which provide incoma to foreign soun-
tries. The transnctions discussed here
nnd shown in tnble 1 ore comprised of
dirrct purchases of foreign goods and
sarvices for vee by our awn defenso ex-
tablishment; equipmant boushi abrond
nmad traneferred as aid to forsign soun-
tries: the owversea oullayz of militavy
and civilion personnel snd the poat ex-
changes which sll to them; the forsign
costs of 1.8, firme under contract with
the Department of Dafenso; and con-
trabutions to the multilateral programs
of the Nortk Atlantic Treaty OQrganizn-
tion and related military allianees.

T the errly postwar yoars such
earnings cunbled forelgn countres to
import vitslly necded products from
the T8S. In recent yoars they have
baen an important element in the rise

L.

of foreign gold and liguid dollar assata,
particulasly in Western Europe.

All defense expenditures do Dot
turnisk dellar income to foreign coun-
tries for they include sizable panyments
in foreign currencies nccwnulated by
sales of agriculturs]l products, excess
property, and other goods nnd services,
Additional amounis have been recsived
as counterpart funds under grant pro-
grams and sa payments on losna and
other credits. The toinl of all such
currencies spent for militery functions
in 1960 wne the equivelent of ovar $150
million, These dishbursements are in-
cluded in the overell Aigures on dafenss
expenditures abroad, but are offset
slsewhere in bolance of paymenls state-
menis and do Dot oaffect the oversll
balznce on ell of our foreign trons-
actions.

Five couniries receive maojor shore

As shown in toble 2, nearly two-thirda
of dafense oxpsnditures in 1950 was
spent in five couniries. Germpn re-
ceipte were far highar than thoss of any
ather country, comprising nhout & fifth
of all outlays. Japansse receipts were
in socond place and represemted an
aighth of the total. Ountlays in Caneds
wera nenrly as largs, although they hava
beer fulling slowly szines their pank in
1058, Disbursements in the United
Kingdom and Frence were still sizabls
despite their long-tarm dseline,

Most expenditures in Germany began
to rige rapidly in 1985 when Carman
econtiibutinng to the United Stotes
under the “Allied sapport payments”
agrecment began to  decline. From
April 1, 1952, through May 5, 1955,
Germany had contributed the squive-
lont, of %762 million in goods and
services annually to the United States
(5748 million to ocur forces and 514
million to the Allied Eligh Commis-
sioner} without charge, In the follaw-
ing & veme the amounts were reduced to
$350 illien wnd 3155 million respec-
tively. The ngreement in June 19587
provided for a contribution of &7°'
million which concluded the econtribu.

tione under occupaiion and support
CoEle arTangements.

Owr defense cutlays o Gamany
reached $664 million by 1858, In 1940
they fzll to $641 millon, and in the first
hulf of 1981 to an annual rate of about
$000 million. Dwring the second half
of the year, expenditures ara expected
to inceesse due to measures token in
light of the Bolin cxjsis.

The decline in the firet half of 1961
woe  brought about yrincipsily by
measurce {sken by the Department of
Defensa t0 veduce proencament nhroud
of materinle and supplies, equipment,
and services, Yndar thess regulations
procuretnent is normally returned to
ihe United Btates when it i estimated
thnt the cost of demestic supplies and
gervices (including trunsportation and
bandling chnrges} would not exceed the
coat of foraign eupplies and services
by more thon 25 percent,

The reduction in expendifures in
Germnny in the Aret haif of 1961 would
hove boen greater but for the revalua-
tion of the dentache mark which caused
o b percent increase in the eoat of pur-
chases thers. The deutachs mack was
revolued upwards in March in order to
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hold down West Germany's high trade
surpluses,

Exponditures in Japan have wvariod
Litile in the recent postwar period,
nvarnzing $400 million & yeor in 1958,
1059, and 1960. Outlaps there in 1953
reached nearly ¥ of a billion dellars, the
highest ever recorded for n single
country. Disburssments began to fall
in the fourth querter of that yenr after
the Eprenn srmistice and in 1954 they
were $570 million. The decline wns
more gradusel from 1955 through 1958,
During this period the support of our
troops in Japan wae becoming mora
costly to us ns the smount of yen
furnished by the Government of Japon
for tha sopport of U.S. sseurity forces
declined.

Thess funde had baen made available
to tha U.5. Government by apreament,
without charge beginning April 1952
when they reploced about half of tha
walun of goods and servives provided hy
the Japnnese undar oecupntion chorga
procedurss dpring o bese period pre-
eeding the ngreement. Yen contribu-
tiong, which amounted to the equivalent
of $155 million in the yecr ended in
April 1453, were neorly ny high in the
following year, but declined each yeor
thereafter, until thay were completely
suspended in the firet part of 1960.
Overseqa military sxpondituras

Foreign outlays by the U.S. military
services for their own use were 52.3
billion in 1940, about thrce-fourths of
total declense expendibvres abroad.
Other defones expenditures included
over $330 millien spent under malibary
asaistance progtams, sompiised of $141
million for offshors procurament, about
$75 million [or administration, con-
struction, repair, training, nnd other
services, and 3117 million contributed
o the NATO muléilatern] constroetion
program. Dofense expenditures by
agencies other than the Department of
Dafense totaled about $370 million.
Troop cutleys remnain kigh

Nonrly 30 porcent of defense ontlayz
ahraad in the last 3 years has conssted
of purchoses in [oreign countries by
UL, pemsonnel ond their dependents;
outleys of the post exchanges, clubs,
ete., which service themn; and the direct
hire of foreign persoanel by the military
=ervices.

SURVEY OF CURRENT BUSINESS

The data included in table 1 for this
antegory show relatively lLitle chenge
over the yerrs, since declines in troop
strength obroad have been offseb by
1.5, militery and sivilien pay roizes,
by incressed numbers of dependents
hving ¢verseas, and by pay raises for
forcign personnel.

Foreign purchoses of goods and seev-
ices by the post exchanges and simifar
afencies were nearly 3300 million in
1960, sbout 45 percent of the total of
thiz categary. Their pracesds from
gales of TU.5. and foreign poods and
zervices were over $680 million in that
Y20r.

The earnings of sach country from
1.8, troop and civilisn out-of-pockat
disbursaments vary widaly, depending,
of coursa, upon the deployment in tha
gountry or in neighboring areaz, the
housing avnilable for personnel and
their dependants, and the ability of the
forsign secnomy bo meet the require-
ments of our personnel or to aftract
purchases by post exchenges. VWhere
the domestic market can fulfill only o
Lttle of the demand, military personnel
and their familiea bay mostly in tha
commissnries, poet exchangas, and other
gstablishments operating within the
military economy, and nrelatively lorgs
part of thess puvchagea are of goods
preduced elsewhere.

In some countries where few or no
U.5. personnel nre  stationed, con-
gmdarable earnings have resufted Crom
post exchonge purehnees and the out-
luys of Navy and other personnel on a
leava status. In the cnse of Panama,
largn amounis are realized from the
earnings of Yocal citizens employed in
the Canol Zone snd rom expenditures
in Paname by U8, servicemen, U.S.
civilanr enployees, and their outlet
stores located in the Panema Cunel
Zone,

Posat exchange purchases folling
Pwrchoases abroad by the post ex-
changes for resale were cut back sherply
in December 18060 as part of the effor:
to reduce US. Govermment spending
oversons Pecanze of the hsianec-of-
poyments  defict  problem.  This
meazure effected some foreign exclnnge
savings in 1901, porticularly where
items hnd previeusly becn purchnsod
in couniries other than where they were
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to be sold by the post exchanges
Navertholess, our personnel in some
oreas conbinued to buy foreigh com-
modities, sometimes ot newly cstab-
lished shops near our installations, and
often ab higher prices than those
previously peid by tho post exchanges.
New direstives wers issued in August
1941 permitting offshorve post exchonges
end commisaarics to purchase locally
wvailable commoditiss. However, those
commoditics must be priced for enle
13 high as the prices prevailing in the
local market. The resalting higher
profit margins on foreign good: ennbles
the post exchange systam o enb
profit margins en goods of Ameriean
origin and thus encovrnges personmel

to  purchase U8, manufactured
produocts.
Construction declines

Foraign earnings #2 & result of the
construction of sitfields, naval bases,
housing, and other facilities for our
oWh use oversens bepen to declipe in
1058, In 1940 they amonntad to $175
million and ware less than half of their
penk in 1957 when they represented
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over & bonth of all delenan cdishburse-
meen ks,

Most construction oxpenditures ove
in doilars made available from regular
militury econstiuction approprintions,
However, many unitz of [amily housing,
and comammiicy rnd other [acilities have
Lean purchased witk cthe locol ewrraney
procends of aules of surplus agriculturnl
cominoditieza. Such expenditures to-
taled the equivalent of nbout $80
million by June 39, 1062, excluding the
major construstion programs in Spain.
In that country the foreipn cost of our
major Air Foree snd Navel hoses has
been paid for in peseias furnished to v
by the Governtnent of Spain s the
counterpart of our Spanish nid programs
or in pesetas npquired throogh the snles
of surplus cotton. The total of these
currercies spent in Spain was the equiv-
alent of over $150 million by June 30,
1941, .

- For many year$ the United States
and Cnnadinn  Governments have
jeintly financed the construction and
maintenance of the radar lines extend-
ing across Canada. Chanadisn enrnings
o5 o result of our varicus construction
outlays, bowever, fell in 1959 to loss
than o Liell of the amount in 1958 and
since thon lwve remained at about the
same level,

1.8, contributions to the multilateral
construction program of WATO rose to
$117 million in 1980, Under this jointly
financed progromn construction projects
“have included wirficlds, econumunication
Facilities, radar warning installations,
peteoleunt pipelines and storage facili-
tics, and training installations. T11.3,
contributions to these projects totaled
about 3750 million threugh Fune 1951,

Con traefual gervices remain constart

" In the last 3 wyears expenditures
nbroad lor contractual services have
shown but little voriation. These ax-
penses, which now bear a direet rala-
tionship (& the number ol troops
deploved in each country, are incurred
primarily for the operation and mainte-
nanee of owr oversea bnses. They
inelude the oversen cost of transporta-
tiom, communication, renls, utilisies,
repair and sioilar serviees, About
one-thivd of the total represents pay-
ments to the Governmenis of Franes,
Germany, Jupan, Korea, Morogco,
and the Tnited Kingdom for einploy-

EﬂR‘ﬁTEY OF CURRLENT BUSINESS

ment of foreizn nationals under “in-
direct hire” arrengements whereby the
host paticna pay salaries directly to
their citizens whe work for TS, mili-
tary agongics,

Procuramant of goods

FProcuremant abroad of supplies and
equipmient for our own usa or to he
translerTed to our sllies wes still over
£1.1 billion in 1960 and econtinued ot
this nnnual rato in the fist 3 guarters
of 1061, comprising more than a third
of our oversen expenses. Thesa trans-
netions hove been declining sines 1955
when they totnled nearly $1.4 billion.

Procurement abroad under the mili-
tary nssistance offshore procursment
programs totnled over $3.1 billion from
tha begioning of the programi through
June 1981, These outlnys dropped off
gharply for severn! yenrs after 1955
when they bnd reached their penk of
540 miillion. They were down to §150
mijllion by 1950 and since then have
bizen slightly less. France enrned mors
than a third, the United Iingdom over
o fourth, snd Italy a sixth of totol ex=
penditures under chese progroms.  Pur-
chises in Furope totuled olmost $2.8
billion representing bearly 90 peroent
of all such expenditures. Jupen has
been the only other mojor recipient.

Deepite a downturn since 1958, pro-
curement of supplies and equipment
for owr own wse amounted to $968
million in 1960 and still mnintained
about the same rotio to dolense ex-
penditures oversgua ag in the prior 2
vema. About 53656 million of this
amount wag spent by agencies other
than the nilitary departments.

Purclinsss of jet fuel, gasoline, ond
other petreleum products were & major
part of foreign outlaye by the militaxy
services in 1960, comprising sbout o
third of procurement nitinted for their
own uwse. Such oublayas were vongen-
trated in Western BEurops, Balirein,
Ssudi Arabia, Aruba, Curacoa, Trini-
dad, and Venezuela where petrolsum
products woere acquired from foreign
affilintes of US, firmz ns wall as from
forsign-owned corporations. Thess
purchases included supplies tmported
into the United Siatea,

About $35 million a year is spenk
nbrond by the wilitary services for
fresh foods to be supplied te¢ froops
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or sold in commissaries, Other pur-
chases of supplies oversens by the mil-
itary agencies ore compoand principally
of the many itemns neceassry to operate
our oversen establishments,

Sales to Germany to rise aharply

Military reveipts from the snle of
goods and services to foreign conntries
wora slighily over $300 miliien a year
from 1958 threugh 1960, but ware
larger in the first 6 mouths of D61
when ths annual rate was $440 million.

Threa-fourila of these receipta rep-
resented the wvalus of military esquip-
ment skipped from the Urited States,
stocks tranaferred abroad, and services
provided under tha mutual securiby
military soles program. The value of
gockls and servicea imada availahle
undet this program woa about 1.8
hitlion through the and of Juna 1861

The AArat shipments of military sqguip-
menk ta Germany under the mutual
security military sales program begnn
in 1867 and the value of poods and
services krnnaferrad to Germony in that
yopr wo2 51895 million. Tranpsfers in
the 3 foliowlng yearm overaged Hi24
million & year, but increased in the
first bhull of 1961 when the annunl 1nie
was nearly 3175 million. Tha cwmnu-
lative amount was about 5850 million
at the end of June 1963, over a third
of oll transfers undar the program.
By this time the German Government
had depusited $1.1 bilion with the
.8, Treasury and nesrly $500 million
wns available for future shipments to
Germany.

Under nn ogresment concluded lote
in 1961, the balones of paymenis im-
vact of dsbursements for our forces
stationed in Germany is expected to be
offset by much larger purchases of sup-
plies and equipment by the Federal
Republic of Germany from the U5,
Government and from private U.S.
suppliers. Under this agreement the
Qerman rrmed forces will also pay Tor
necess to the logistic system of depots,
communientions, and supply and main-
tanance focilities established by T.S.
militory forces in Gevmany sinocs 1945,

At the pregent tima the .8, Govern-
ment iz endeavoring to increase aales of
military squipment under the wotual
security military sales program to cther
countries. )



